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FOREWORD 

This  bulletin  is  the  third  annual  report  that  the  Bureau  of 
Business  Research  has  published  on  the  cost  of  doing  business 
in  the  retail  jewelry  trade.  As  in  previous  years,  this  work 
has  been  carried  on  with  the  cooperation  and  financial  assist- 
ance of  the  American  National  Retail  Jewelers'  Association. 
The  object  of  this  research  from  the  trade  standpoint  is  to 
furnish  reliable  facts  regarding  actual  conditions  and  ex- 
periences in  this  trade;  from  the  Bureau's  standpoint  the 
purpose  is  to  acquire  first-hand  knowledge  of  actual  business 
methods  and  costs  as  an  aid  to  instruction  in  the  Harvard 
Graduate  School  of  Business  Administration. 

All  the  reports  used  in  the  preparation  of  this  bulletin  were 
obtained  by  mail.  Blank  forms  and  circulars  were  sent  to 
5354  retail  jewelers  throughout  the  United  States.  Supple- 
mentary requests  for  information  also  were  sent  to  many  of 
these  firms.  In  reply  the  Bureau  received  reports  from  two 
hundred  fifty  retail  jewelers.  Sufficiently  close  adjustment 
to  the  standard  classification  of  accounts  could  be  made  of 
one  hundred  ninety  reports  so  as  to  permit  their  utilization  in 
the  preparation  of  this  summary  of  the  cost  of  doing  business. 
The  main  obstacles  to  the  use  of  the  reports  that  could  not  be 
adjusted  were:  first,  incompleteness,  or  the  bunching  of 
numerous  items  together  in  such  a  way  as  to  make  the  figures 
altogether  incomparable  with  those  from  other  stores; 
second,  the  lack  of  figures  for  the  merchandise  department 
separated  from  the  repair  department.  As  has  been  explained 
in  previous  bulletins,  if  worth  while  figures  are  to  be  secured, 
the  accounts  for  the  merchandise  sales,  costs,  and  expenses 
must  be  kept  separate  from  the  repair  accounts. 


Despite  the  fact  that  a  substantial  number  of  reports  were 
obtained  that  could  not  be  used  in  the  tabulations,  neverthe- 
less, on  the  whole  the  reports  received  this  year  were  distinctly 
superior  in  quality  to  those  in  previous  years  and  indicated 
that  a  slow  but  constant  improvement  is  being  made  in  the 
accounting  methods  of  the  retail  jewelry  trade.  Numerous 
firms  that  were  able  to  give  only  partial  statements  one  or 
two  years  ago  are  now  furnishing  reports  that  are  complete 
and  reliable. 

Melvin  T.  Copeland, 

Director, 
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OPERATING  EXPENSES  IN  RETAIL 
JEWELRY  STORES  IN  1921 

INTRODUCTION 

Reports  on  the  cost  of  doing  business  in  1921  from  one 
hundred  ninety  retail  jewelry  firms  are  summarized  in  this 
bulletin.  Operating  expenses,  in  percentage  of  net  sales,  were 
substantially  higher  in  most  jewelry  stores  in  1921  than  in  the 
preceding  years,  and  only  approximately  one-third  the  firms 
from  which  reports  were  received  showed  a  net  profit  for  the 
year.  The  average  cost  of  doing  business  for  the  one  hundred 
ninety  firms  in  1921  was  43.5  %  of  net  sales.  The  average  net 
loss  was  6.6  %  of  net  sales.  The  rate  of  expense  was  increased 
and  the  net  loss  consequently  made  greater  in  many  stores  by 
a  slow  rate  of  stock-turn.  For  the  one  hundred  ninety  firms 
the  common  figure  for  the  rate  of  stock-turn  in  1921  was  0.8 
times,  or  at  the  rate  of  one  stock-turn  in  fifteen  months.  The 
rate  of  stock-turn  was  lower,  the  average  total  expense  higher, 
and  the  conmion  figure  for  net  loss  in  1921  was  greater  in  the 
retail  jewelry  trade  than  in  any  other  trade  from  which  the 
Bureau  has  received  reports  in  1921  or  previous  years.  A 
small  group  of  retail  jewelry  firms,  however,  that  turned  their 
stock  1.5  times  or  more  in  1921  did  not  show  an  average  net 
loss. 

Most  of  the  firms  reporting  showed  a  satisfactory  net 
profit  on  their  repair  departments  in  1921.  This  was  due  in 
part  to  the  manner  in  which  the  accounts  were  handled 
whereby  the  fixed  charges,  such  as  rent,  taxes,  and  insurance 
were  not  prorated  to  the  repair  department  in  most  stores. 
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Such  an  allocation  of  these  expenses  is  desirable,  but  as  yet  it 
has  not  seemed  advisable  for  the  Bureau  to  undertake  to 
carry  the  allocation  of  expenses  to  that  point.  The  first  task 
is  to  induce  a  much  larger  number  of  firms  to  separate  their 
repairing  and  engraving  receipts  and  the  direct  expenses  for 
labor  and  supplies  for  the  repairing  department  from  the 
merchandise  sales  and  expenses.  The  value  of  the  repair  de- 
partment to  the  average  retail  jewelry  firm  cannot  be  ques- 
tioned. At  the  same  time,  however,  it  appears  from  the  study 
of  the  retail  jewelry  business  during  the  last  three  years  that 
the  operating  expenses  of  the  merchandise  department  could 
be  reduced  in  many  stores  by  having  somewhat  more  atten- 
tion given  to  the  handling  and  selling  of  the  merchandise 
carried  in  stock.  It  is  evident  from  the  experience  of  the  firms 
that  showed  a  net  profit  in  1921  that  a  majority  of  the  other 
retail  jewelers  would  find  it  advantageous  to  give  more  atten- 
tion to  their  merchandise  departments  in  order  to  secure  a 
satisfactory  rate  of  stock-turn  and  reduce  operating  expenses. 
This  probably  could  be  done  without  interfering  seriously 
with  the  operation  of  the  repair  department.  There  is  evi- 
dence to  indicate  that  the  careful  buying  and  aggressive  sell- 
ing methods  that  have  proved  advantageous  in  other  trades 
could  be  profitably  introduced  in  many  retail  jewelry  stores. 

The  one  hundred  ninety  firms  whose  reports  were  used  in 
the  preparation  of  this  bulletin  were  located  in  forty -three 
states  and  Canada.    Of  these  firms  one  hundred  twenty-seven 
were  located  in  cities  with  population  less   than  50,000 
nineteen  in  cities  with  population  from  50,000  to  99,000 
thirty-six  in  cities  with  population  from  100,000  to  699,000 
and  eight  in  cities  with  700,000  population  and  over. 

The  aggregate  sales  of  the  firms  whose  reports  were  used  in 
the  tabulations  amounted  to  $10,985,000  in  1921.  These 
figures  are  for  merchandise  sales  only.  They  do  not  include 
receipts  from  the  repair  department.  The  aggregate  sales  of 
the  sixty  firms  whose  reports  could  not  be  adjusted  to  the 


standard  classification  amounted  to  $5,365,000.  The  volume 
of  sales  of  merchandise  of  the  individual  firms  in  1921  ranged 
from  $3,000  to  $1,240,000. 

The  average  inventory  of  merchandise  carried  by  the  retail 
jewelry  firms  from  which  reports  were  received  for  1921  de- 
creased 8  %  during  the  year,  from  $45,700  at  the  beginning 
of  the  year  to  $41,900  at  the  end  of  the  year.  This  decrease 
was  less  than  the  average  decline  in  sales  in  1921  as  compared 
with  1920.  The  one  hundred  nineteen  firms  that  furnished 
reports  for.  both  years  showed  an  average  falling-off  in  sales  of 
15%  in  1921,  and  for  this  same  group  of  firms  purchases  in 
1921  were  23  %  less  than  in  1920.  A  substantial  portion  of 
this  decrease  in  purchases  in  dollars  and  cents  undoubtedly 
was  due  to  the  decline  in  prices. 

The  year  1921  apparently  was  so  abnormal  in  the  retail 
jewelry  trade  that  the  figures  lor  that  year  hardly  can  be 
taken  as  a  specific  guide  to  which  a  merchant  should  attempt 
to  adjust  his  expenses  in  the  future.  These  reports  for  the 
year  of  severe  depression,  nevertheless,  should  prove  to  be 
particularly  useful  in  showing  the  importance  of  a  faster 
rate  of  stock-turn  in  this  trade  and  in  providing  for  the  first 
time  a  definite  picture  of  the  manner  in  which  the  retail 
jewelry  trade  is  affected  by  a  severe  business  depression. 
In  1920,  the  year  in  which  the  crisis  occurred,  the  retail 
jewelry  trade  showed  a  substantial  net  profit  according 
to  the  reports  received  by  the  Bureau.  In  the  following 
year  —  1921  —  the  depression  seems  to  have  hit  the  jewelry 
trade  with  exceptional  severity.  These  facts  may  well  be 
borne  in  mind  in  future  years  when  another  period  of  pros- 
perity is  turning  into  depression. 

The  volume  of  sales  of  merchandise,  according  to  the  exper- 
ience of  the  one  hundred  nineteen  firms  that  sent  in  reports 
both  for  1920  and  1921,  was  about  15  %  less  in  1921  than  in 
1920.  The  aggregate  volume  of  sales  of  these  one  hundred 
nineteen  firms  was  $9,171,000  in  1920  and  $7,797,000  in  1921. 
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In  Table  1  all  the  firms  that  reported  for  1921  are  classified 
according  to  their  volume  of  sales  and  the  classified  volume  of 
business  of  the  firms  that  reported  both  for  1920  and  1921  is 
also  stated. 

TABLE  1 

Volume  of  Business  in  1921 


Net  Sales 

All  Firms 

Reportiaig 

1921 

Firms  Reporting 

Both  Years 

1920                          1921 

Less  than  $20,000    .. 
$20,000-149,000  .... 
$50,000  and  over   ... 

.       72 
.       72 
.       46 

33                     44 
47           •         45 
39                     30 

Total  number  of 

firms 

.     190 

119                   119 

The  volume  of  sales  is  the  net  receipts  from  the  sale  of  mer- 
chandise after  returns  and  allowances  to  customers  have  been 
deducted  from  gross  sales.  Wherever  the  excise  tax  was  in- 
cluded in  gross  sales,  that  also  has  been  deducted  to  determine 
the  figure  for  net  sales. 

OPERATING  EXPENSES  FOR  THE  TRADE 
AS  A  WHOLE 

The  cost  of  doing  business  is  represented  by  the  total  ex- 
pense. Total  expense  is  made  up  of  such  items  as  wages  of 
salesforce,  advertising,  boxes,  wrappings,  and  other  selling 
expense,  office  supplies  and  postage,  rent  of  the  store  whether 
owned  or  leased,  salary  for  the  proprietor  or  partners,  and 
interest  both  on  borrowed  money  and  on  the  proprietor's  net 
investment  in  the  business.  The  classification  of  the  expense 
items  and  the  exact  make-up  of  each  item  is  explained  in 
Bulletin  No.  15,  Operating  Accounts  for  Retail  Jewelry  Stores. 
It  was  to  this  standard  classification  that  all  the  reports 
used  in  these  tabulations  were  adjusted. 
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In  each  case  the  portion  of  salaries  and  wages  properly 
chargeable  to  the  repairing  and  engraving  department  has 
been  taken  out  of  the  operating  expenses  of  the  merchandise 
department.    Supplies  and  other  direct  expenses  of  the  re- 
pairing and  engraving  department  also  have  been  charged  to 
that  department  and  not  included  in  the  expense  of  selling 
merchandise.    The  j&xed  charges  and  upkeep  expenses,  such 
as  rent,  heat,  light,  and  power,  taxes,  insurance,  and  total 
interest  have  not  been  prorated  in  most  cases  to  the  repairing 
and  engraving  department.    According  to  strict  theory  such 
an  allocation  should  be  made.    Rent,  for  example,  should  be 
divided  between  the  merchandise  department  and  the  repair- 
ing department  on  some  basis  such  as  the  relative  floor  space 
used.    Total  interest  likewise  should  be  prorated  according  to 
the  relative  investment  in  merchandise  and  equipment  in  the 
two  departments.    It  has  not  seemed  practical,  however,  as 
yet  to  undertake  to  secure  this  allocation  of  fixed  charges. 
The  result  is  that  the  total  fixed  charges  and  upkeep  expense 
of  the  merchandise  department  is  somewhat  higher  than  it 
properly  should  be,  and  the  expenses  of  the  repairing  and  en- 
graving department  do  not  show  as  high  a  figure  as  they 
should.    The  amount  of  error  involved  is  probably  not  large 
in  most  stores,  however,  because  the  two  chief  items  of  ex- 
pense that  are  affected  are  rent  and  total  interest.    Inasmuch 
as  the  investment  in  merchandise  and  equipment,  such  as 
show  cases,  is  80-90  %  of  the  total  inventory  of  merchandise, 
supplies,  and  equipment,  in  a  majority  of  the  stores  the  bulk 
of  the  interest  charge  would  in  any  event  fall  upon  the  mer- 
chandise department,    The  relative  proportions  of  the  rent 
expense  that  would  be  borne  by  the  two  departments  the 
Bureau  has  not  had  an  opportunity  to  check.    Even  if  it  had 
been  possible  to  make  this  refinement  of  the  figures,  the  final 
results  probably  would  hot  have  been  greatly  different  from 
those  shown  in  Table  2. 
For  each  item  of  expense  and  for  total  expense  the  common 
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figure  is  shown  in  Table  2.  The  common  figure  is  determined 
by  careful  statistical  methods.  The  methods  that  are  used  in 
its  determination  prevent  the  common  figure  from  being  dis- 
torted by  exceptionally  high  or  exceptionally  low  figures  on 
any  individual  reports.  It  is  taken  as  the  figure  that  is  the 
most  representative  of  the  group  of  firms  from  which  reports 
were  received. 

TAELE  2 

Operating  Expenses  in  Retail  Jewelry  Stores 

IN  1921  —  190  Firms 

(sales  of  merchandise  only) 

Net  Sales  =  100  % 

Common  Figure 

Wages  of  Salesforce    12.8  % 

Advertising    2.5 

Boxes,  Wrappings,  and  Other  Selling    1.5 

Total  Selling   16.8 

Delivery  0.2 

Buying,  Management,  and  Office  Salaries    6.2 

Office  Supplies,  Postage,  and  Other  Management  . .       0.8 
Total  Buying  and  Management 7.0 

Rent   5.4 

Heat,  Light,  and  Power     1.1 

Taxes  (except  on  buildings,  income,  and  profits)    . .  1.3 

Insurance  (except  on  buildings)     0.8 

Repairs  of  Store  Equipment 0.3 

Depreciation  of  Store  Equipment    0.9 

Total  Interest   7.0 

Total  Fixed  Charges  and  Upkeep 16.8 

Miscellaneous    2.2 

Losses  from  Bad  Debts  0.5 

Total  Expense : . . .     43.5 
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Wages  of  Salesforce. 

The  common  figure  for  wages  of  salesforce  in  1921  was 
12.8  %  of  net  sales.  The  lowest  figure  for  this  item  shown  by 
any  firm  was  0.7  %  and  the  highest  40.2  %  of  net  sales.  In  the 
analysis  of  the  figures  for  the  various  groups  of  firms  classified 
according  to  their  volume  of  sales  of  merchandise,  the  average 
figure  for  wages  of  salesforce  was  highest  for  the  firms  with 
net  sales  less  than  $20,000  in  1921.  This  group  of  firms 
showed  a  common  figure  of  14.2%  for  wages  of  salesforce. 
Where  the  volume  of  sales  was  larger,  wages  of  salesforce  was 
less  in  percentage  of  net  sales,  the  common  figure  for  firms 
with  sales  over  $50,000  being  10.8  %  of  net  sales. 

Advertising. 
■I  Several  firms  reported  no  advertising  expense.  The  highest 
advertising  expense  shown  by  any  firm  was  11.4%  of  net 
sales.  The  common  figure  was  2.5  %.  In  contrast  to  wages  of 
salesforce,  the  common  figure  for  advertising  expense  was  less 
for  the  firms  with  sales  below  $20,000  —  2.2  %  of  net  sales. 
The  firms  with  sales  from  $20,000  to  $49,000  showed  a  sUghtly 
lower  percentage  of  expense  for  advertising,  and  a  majority  of 
the  firms  with  sales  over  $50,000  had  an  advertising  expense 
greater  than  3  %  of  net  sales.  Although  the  advertising  ex- 
pense was  greater  for  the  firms  with  the  highest  volume  of 
sales,  the  difference  in  advertising  expense  in  the  various 
groups  was  by  no  means  as  great  as  the  difference  in  wages  of 
salesforce. 

Boxes,  Wrappings,  and  Other  Selling. 

For  this  item  the  figures  ranged  from  0.02  %  to  7.2  %;  the 
common  figure  was  1.5%.  For  the  three  groups  of  stores 
classified  according  to  volume  of  sales  the  common  figures  for 
boxes,  wrappings  and  other  selling  were  as  follows :  less  than 
$20,000  —  1%;  $20,000  — $49,000-1.9%;  $50,000  and  over 
—  1.5%. 
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ToTAii  Selling. 


This  item  is  the  sum  of  wages  of  salesforce,  advertising,  and 
boxes,  wrappings,  and  other  seUing.  The  lowest  figure  for 
total  selling  was  1.4%  and  the  highest  44%;  the  common 
figure  was  16.8  %  of  net  sales. 

Delivery. 

Many  firms  reported  no  delivery  expense.  The  highest 
delivery  expense  on  the  reports  for  1921  was  2.8  %  of  net  sales; 
the  common  figure  was  0.2  %.  This  was  a  minor  item  of  ex- 
pense in  most  retail  jewelry  stores,  except  for  those  in  which 
the  sales  amounted  to  more  than  $100,000  a  year. 

Buying,  Management,  and  Office  Salaries. 

The  common  figure  for  buying,  management,  and  office 
salaries  was  6.2  %  of  net  sales.  The  lowest  figure  for  this  item 
was  0.9  %  and  the  highest  25.2  %  of  net  sales.  Although  there 
was  much  the  same  dispersion  of  the  figures  in  the  various 
groups,  the  firms  with  sales  exceeding  $50,000  had  a  somewhat 
higher  common  figure  for  this  item  than  was  reported  by  the 
firms  with  sales  less  than  $50,000. 

In  addition  to  office  salaries,  this  item  also  includes  a  part 
of  the  salary  of  the  proprietor  or  partners  proportionate  to  the 
time  spent  in  buying  and  management.  If  the  proprietor  or 
partners  spent  part  of  their  time  in  selling  or  in  repair  work, 
the  salary  was  prorated  according  to  the  amount  of  time  de- 
voted to  each  task. 

Office  Supplies,  Postage,  and  Other  Management. 

The  lowest  figure  for  office  supplies,  postage,  and  other 
management  expense  was  0.1%,  the  highest  3.4%,  and  the 
common  figure  0.8%  of  net  sales.  The  firms  with  small 
volume  of  sales  generally  had  slightly  higher  figures  for  this 
item  than  was  shown  by  the  firms  that  had  large  volume. 
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Total  Buying  and  Management  Expense. 

This  is  the  sum  of  buying,  management,  and  office  salaries 
and  office  supplies,  postage,  and  other  management  expense. 
The  common  figure  for  total  bu3dng  and  management  was 
7  %  of  net  sales. 

Rent. 

A  charge  for  rent  was  made  when  the  store  building  was 
owned  as  well  as  when  the  building  was  leased;  otherwise  the 
report  was  not  considered  as  adjusted  to  the  standard  classi- 
fication of  accounts. 

Just  as  in  the  expense  for  salaries  and  wages,  rent  also 
showed  a  remarkably  wide  range  in  1921.  One  firm  reported 
a  figure  for  rent  that  was  only  0.6  %  of  its  sales,  whereas  at  the 
other  extreme  one  firm  had  a  figure  for  rent  amounting  to 
20.5  %  of  net  sales.  Several  other  firms  had  rent  figures  that 
were  nearly  as  high.  The  common  figure  for  rent  in  1921  was 
5.4  %  of  net  sales.  The  average  expense  for  rent  in  percentage 
of  sales  was  higher  for  the  firms  with  sales  less  than  $20,000 
than  for  the  firms  with  sales  of  $20,000  to  $49,000.  The 
average  figure  was  the  lowest  for  the  firms  with  sales  over 
$50,000,  the  firms  in  this  group  having  an  average  expense  for 
rent  of  4.8  %  of  net  sales  as  compared  with  an  average  figure 
of  6.1  %  for  firms  with  sales  less  than  $20,000. 

Heat,  Light,  and  Power. 

This  expense  ranged  from  0.2  %  to  5.9  %  of  net  sales;  the 
common  figure  was  1.1  %.  For  the  firms  with  sales  less  than 
$20,000  the  average  figure  was  1.6  %;  $20,000-$49,000,  0.8  %; 
$50,000  and  over,  0.7  %. 

Taxes. 

This  item  includes  taxes  on  merchandise  and  equipment, 
taxes  on  volume  of  business,  and  local  licenses.  It  does  not 
include  excise  or  luxury  taxes  which  are  deducted  from  gross 
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sales;  neither  does  it  include  income  and  excess  profits  taxes 
which  are  deducted  from  the  net  gain  after  the  earnings  of  the 
business  have  been  determined.  Taxes  on  buildings  also  are 
not  included  in  this  item,  inasmuch  as  they  are  covered  by- 
rent.  On  the  reports  for  retail  jewelry  stores  for  1921,  the 
taxes  included  in  expense  varied  from  0.01  %  to  4.5  %,  with  a 
common  figure  of  1.3  %  of  net  sales.  The  common  figure  was 
fairly  rejpresentative  of  all  groups  of  firms,  whether  the  sales 
were  large  or  small. 

Insurance  (except  on  buildings). 

The  lowest  figure  for  insurance  was  0.1%,  the  highest 
3.1  %,  and  the  common  figure  0.8  %  of  net  sales.  The  average 
expense  for  insurance  was  the  same  for  all  groups  of  firms 
classified  according  to  volume  of  sales. 

Repairs  of  Store  Equipment. 

Several  firms  reported  no  expense  for  repairs  of  store  equip- 
ment in  1921;  the  high  figure  for  this  item  was  2.8%  of  net 
sales;  the  common  figure  0.3  %. 

Depreciation  of  Store  Equipment. 

This  item  does  not  include  depreciation  of  merchandise 
but  merely  depreciation  of  the  equipment  in  the  store.  The 
lowest  figure  for  depreciation  of  equipment  was  0.1  %  and  the 
highest  8.6  %;  the  common  figure  was  0.9  %  of  net  sales. 

Total  Interest. 

Total  interest  is  the  sum  of  interest  paid  on  borrowed 
money  and  the  charge  for  interest  on  the  net  investment  in 
the  business,  exclusive  of  real  estate.  The  net  investment,  on 
which  interest  on  capital  owned  is  figured,  is  determined  by 
deducting  the  sum  of  the  liabilities  to  outsiders,  (not  includ- 
ing capital  stock  or  surplus  of  a  corporation  or  undivided 
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profits)  from  the  sum  of  the  assets  (not  including  real  estate). 
It  represents  the  net  worth  of  the  business  exclusive  of  real 
estate.  The  charge  for  this  item  has  been  checked  carefully 
on  all  the  reports  by  means  of  the  financial  statements  and 
the  information  received  from  each  firm  regarding  the  current 
local  rate  of  interest  on  long-time,  reasonably  secure  invest- 
ments. The  charge  consequently  represents  the  amount  that 
the  capital  fairly  could  be  expected  to  earn  if  used  for  pur- 
poses other  than  operating  a  retail  jewelry  store.  The  lowest 
figure  for  total  interest  was  2  %,  the  highest  18.7  %,  and  the 
common  figure  7  %  of  net  sales.  The  relatively  heavy  invest- 
ment in  merchandise,  as  shown  by  the  slow  rate  of  stock-turn, 
is  the  chief  reason  for  the  high  common  figure  for  total  interest 
in  this  trade.  For  the  firms  with  sales  less  than  $20,000,  the 
common  figure  for  total  interest  was  8.4%  of  net  sales;  for 
firms  with  sales  S20,000-$49,000,  it  was  6.7  %;  for  firms  with 
sales  over  $50,000,  it  was  5.8  %. 

Total  Fixed  Charges  and  Upkeep. 

The  common  figure  for  this  item  was  16.8%  of  net  sales, 
ranging  from  a  low  figure  of  4.4  %  to  a  high  figure  of  53  %. 

Miscellaneous. 

The  common  figure  for  miscellaneous  expense  was  2.2  %  of 
net  sales.  It  was  practically  the  same  irrespective  of  the 
volume  of  business  done. 

Losses  from  Bad  Debts. 

Although  about  one-fourth  the  firms  reported  no  losses  from 
bad  debts,  the  common  figure  for  this  item  was  0.5  %  of  net 
sales.  As  in  the  case  of  several  other  expenses,  the  average 
losses  from  bad  debts  were  approximately  the  same  in  per- 
centage of  net  sales  whether  the  volume  was  large  or  small. 
The  highest  figure  for  this  item  was  7.2  %  of  net  sales.  Few 
reports  were  received  from  installment  houses;  consequently 
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these  figures  may  be  taken  as  representative  of  a  group  of 
ordinary  retail  jewelry  firms. 

Total  Expense. 

The  common  figure  for  total  expense,  which  represents  the 
average  cost  of  doing  business,  was  43.5  %  of  net  sales  in  1921. 
The  lowest  figure  was  20.4  %.  The  firm  that  showed  this  low 
total  expense  had  a  stock-turn  of  2.4  times  and  secured  a 
normal  net  profit  on  its  year's  operations.  The  highest  total 
expense  was  71 .9  %  of  net  sales. 

For  the  firms  with  sales  less  than  $20,000,  the  common 
figure  for  total  expense  was  47.1  %  of  net  sales.  For  the  next 
group,  with  sales  from  $20,000  to  149,000,  it  was  41.6  %;  for 
the  third  group,  with  sales  over  $50,000,  it  was  40.6  %. 

OPERATING  EXPENSES  ACCORDING  TO 
VOLUME  OF  SALES 

The  common  figures  for  the  various  items  of  expense  are 
given  in  Table  3  for  three  groups  of  retail  jewelry  firms.  In 
the  first  column  are  the  common  figures  for  seventy-two  firms 
that  had  sales  less  than  $20,000  in  1921 ;  in  the  second  column 
common  figures  for  seventy-two  firms  with  sales  from  $20,000 
to  $49,000;  and  in  the  third  column  common  figures  for 
forty-six  firms  with  sales  over  $50,000  in  1921.  The  number 
of  firms  from  which  reports  were  received  that  had  sales  over 
$100,000  in  1921  was  not  large  enough  to  justify  a  separate 
summary  for  them;  consequently  they  were  included  in  the 
third  group. 
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« 
TABLE  3 

Operating  Expenses  in  1921  According  to 
Volume  of  Sales 

(sales  of  merchandise  only) 

Net  Sales  =  100  % 

Net  Sales  less  $20,000-         $50,000 

than  $20,000  49,000  and  over 

Number  of  firms                                                            72  72  46 

Wages  of  Salesforce   14.2%  12.8%  10.8% 

Advertising    2.2  2.0  3.3 

Boxes,  Wrappings,  and  Other  Selling       1.0  1.9  1.5 

Total  Selling   17.4  16.7  15.6 

Delivery 0.1  0.2  0.4 

Buying,  Management,  and  Office  Sal- 
aries         6.2  5.7  6.6 

Office   Supplies,   Postage,   and   Other 

Management  0.9  0.8  0.7 

Total  Buying  and  Management 7.1  6.5  7.3 

Rent   6.1  5.1  4.8 

Heat,  Light,  and  Power 1.6  0.8  0.7 

Taxes  (except  on  buildings,  income, 

and  profits)    1.4  1.2  1.3 

Insurance  (except  on  buildings) 0.8  0.8  0.8 

Repairs  of  Store  Equipment 0.4  0.2  0.3 

Depreciation  of  Store  Equipment   ...     1.3  0.7  0.7 

Totallnterest   8.4  6.7  5.8 

Total  Fixed  Charges  and  Upkeep   ...  20.0  15.5  14.4 

Miscellaneous    2.0  2.3  2.4 

Losses  from  Bad  Debts  0.5  0.4  0.5 

Total  Expense 47.1  41.6  40.6 
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COMPARISON  OF  OPERATING  EXPENSES 
IN  1920  AND  1921 

In  order  to  indicate  the  effects  of  the  depression  upon 
operating  expenses,  the  statements  for  the  one  hundred  nine- 
teen firms  that  sent  in  reports  both  for  1920  and  1921  have 
been  analyzed,  and  the  conmion  figures  for  the  major  items  of 
expense  of  these  firms  are  stated  in  Table  4. 

TABLE  4 

Operating  Expenses  1920-1921  —  119  Firms 

(sales  of  merchandise  only)^ 

Net  Sales  =  100  % 

1920  1921 

Wages  of  Salesforce 9.6  %  11.9  % 

Advertising 1.9  2.4 

Boxes,  Wrappings,  and  Other  Selling  1 .3  1 .3 

Buying,    Management,    and    Office 

Salaries    4.8  6.2 

Rent 3.9  4.9 

Total  Interest 5.8  6.5 

Total  Expense    34.0  43.6 

For  this  group  of  firms  the  wages  of  salesforce  amounted  to 
11.9%  of  net  sales  in  1921  as  compared  with  9.6%  in  1920. 
Buying,  management,  and  office  salaries  amounted  to  6.2  % 
in  1921  as  compared  with  4.8  %  in  1920.  Rent  increased  from 
3.9  %  to  4.9  %;  total  interest  from  5.8  %  to  6.5  %;  and  total 
expense  from  34  %  to  43.6  %. 

As  in  several  other  trades  for  which  the  Bureau  has  carried 
on  its  studies  of  the  cost  of  doing  business  in  1921,  in  the  retail 
jewelry  trade  most  of  the  items  of  expense  seem  to  have  been 
substantially  higher  in  1921  than  in  the  preceding  year.  As 
prices  dropped  and  sales  fell  off,  it  was  not  found  possible  to 
make  a  corresponding  reduction  in  expenses.    This  task  of 


21 

bringing  all  the  operating  expenses  into  line  with  lower  prices 
appears  to  be  fully  as  difficult  in  the  retail  jewelry  trade  as  in 
other  businesses. 

GROSS  AND  NET  PROFIT  OR  LOSS 

Gross  profit  is  determined  by  deducting  the  cost  of  goods 
sold  from  net  sales.  It  is  the  amount  from  which  expenses 
must  be  met  and  in  normal  years  a  net  profit  obtained.  The 
lowest  figure  for  this  item  in  1921  was  a  gross  loss  of  3.3  %  of 
net  sales;  the  highest  gross  profit  was  66.4  %.  The  common 
figure  was  36.9  %  of  net  sales.  No  marked  variations  from 
this  common  figure  were  shown  by  the  average  figures  for 
gross  profit  in  the  various  groups  of  firms  classified  according 
to  volume  of  sales. 

The  common  figure  for  gross  profit  for  the  firms  with  sales 
less  than  $20,000  in  1921  was  35.8%  of  net  sales;  for  the 
firms  with  sales  from  $20,000  to  $49,000,  it  was  37.3  %;  and 
for  the  firms  with  sales  amounting  to  $50,000  and  over,  it  was 
37.3  %. 

For  the  one  hundred  nineteen  firms  that  submitted  fully 
comparable  reports  for  both  1920  and  1921,  the  common 
figure  for  gross  profit  was  38  %  in  1920  and  37  %  in  1921.    This 

TABLE  5 

Gross  Profit  1920-1921  —  119  Firms 

(sales  of  merchandise  only) 

Net  Sales  =  100  % 

Number  of  Firms 
Gross  Profit  1920  1921 

Less  than  20  %  6  7  — 

20.0-24.9  3         8 

25.0-29.9  13  10 

30.0-34.9  17  22 

35.0-39.9 22  25 

40.0  and  over  58  47 
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suggests  that  the  main  difficulties  that  the  trade  experienced 
in  1921  were  not  occasioned  primarily  by  the  falling  off  in 
the  rate  of  gross  profit,  but  rather  by  the  abnormal  increase 
in  operating  expenses  in  percentage  of  sales. 

In  Table  5  the  gross  profit  figures  of  the  firms  that  reported 
for  both  1920  and  1921  are  given. 

Net  profit  is  the  amount  that  remains  after  deducting  total 
expense  from  gross  profit.  In  any  case  where  total  expense 
exceeds  gross  profit  the  result  is  a  net  loss.  Inasmuch  as  in- 
terest on  the  investment  is  included  in  expense,  net  profit  is 
considered  in  these  tabulations  as  the  earnings  of  the  business 
over  and  above  salaries,  rent  of  owned  property,  and  interest 
on  the  investment.  It  is  the  premium  that  accrues  to  good 
management  and  foresight,  and  for  the  trade  as  a  whole 
should  be  sufficiently  large  in  good  years  to  take  care  of  the 
losses  that  occur  in  poor  years.  Otherwise  there  would  be 
little  incentive  for  men  to  engage  in  this  business.  Approxi- 
mately one-fourth  the  retail  jewelry  stores  reporting  to  the 
Bureau  showed  a  net  profit  on  their  merchandise  sales  in  1921. 
For  all  the  firms  reporting,  however,  the  common  figure  was 
an  average  net  loss  of  6.6  %  of  net  sales.  The  net  loss  was 
greatest  for  the  firms  with  sales  less  than  $20,000 — averaging 
11.3  %  of  net  sales  for  that  group.  For  the  second  group  the 
common  figure  was  4.3  %;  for  the  third  group,  3.3  %. 

The  highest  net  profit  shown  on  the  1921  reports  was 
36.7  %;  the  greatest  net  loss  was  41.3  %  of  net  sales. 

The  one  hundred  nineteen  firms  that  furnished  fully  com- 
parable statements  for  both  1920  and  1921  had  an  average  net 
profit  of  4  %  in  1920  and  an  average  net  loss  of  6.6  %  in  1921. 
In  Table  6  the  range  of  net  profit  or  loss  for  these  firms  is 
shown. 

The  heavy  decrease  in  the  number  of  firms  showing  a  net 
profit  and  the  increase  in  the  number  of  firms  that  had  a  net 
loss  in  1921,  as  compared  with  1920,  portray  graphically  the 
effect  of  the  general  business  depression  on  this  industry. 
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TABLE  6 

Net  Profit  or  Loss  1920-1921  — 119  Firms 

(sales  of  merchandise  only) 

Net  Sales  =  100  % 

Number  of  Firms 
Net  Profit  or  Loss  1920  1921 

Net  Profit   73  37 

Net  Loss,  less  than  3.0  %   " 12  9 

3.0-5.9     7  12 

6.0-8.9     6  8 

9.0-11.9  7  8 

12.0-14.9 5  6 

15.0  and  over   9  39 

This  reduction  in  net  profits  and  increase  in  net  losses  was  the 
result  of  several  factors.  In  the  first  place,  sales  showed  a  de- 
cline that  was  relatively  more  rapid  than  the  decline  in  oper- 
ating expenses.  This  is  indicated  by  the  higher  cost  of  doing 
business  in  percentage  of  net  sales  in  1921  than  in  1920.  Not 
only  was  it  difficult,  but  apparently  impossible,  to  effect  ade- 
quate readjustment  of  operating  expenses  to  reduced  volume 
of  sales  in  most  retail  jewelry  stores  in  1921.  A  further  loss 
was  occasioned  by  the  shrinkage  in  inventory  values.  Be- 
cause of  the  fall  in  market  prices,  the  inventory  of  merchan- 
dise on  hand  depreciated  in  value  during  the  year  1921.  This 
depreciation  in  the  value  of  inventory  was  not  included  in  the 
operating  expenses  but  taken  out  of  the  accounts  from  which 
gross  profit  is  determined  in  the  standard  classification  of 
accounts.  Consequently,  gross  profit  tended  to  be  reduced 
by  the  inventory  losses  at  the  same  time  that  expenses  were 
heavy  in  ratio  to  sales.  The  inventory  loss  must  have  been 
particularly  severe  in  a  trade  which  has  such  a  slow  rate  of 
stock-turn  as  the  retail  jewelry  business.  With  few  excep- 
tions net  loss  was  greatest  in  1921  for  the  firms  with  a  low 
rate  of  stock-turn. 


24 


STOCK-TURN 

The  rate  of  stock-turn  represents  the  frequency  with  which 
merchandise  is  withdrawn  from  stock  for  sale  and  its  place 
refilled.  If  the  average  quantity  of  merchandise  carried  on 
hand  equals  the  quantity  of  merchandise  sold  during  the 
year,  the  stock  is  turned  over  once.  If  the  quantity  of  mer- 
chandise sold  during  the  year,  however,  is  twice  the  average 
quantity  of  merchandise  carried,  the  stock  is  turned  twice. 
Because  of  the  wide  variety  of  articles  carried  in  the  retail 
jewelry  store,  as  in  most  other  mercantile  businesses,  for 
practical  purposes  it  is  necessary  to  use  figures  for  value 
rather  than  units  of  physical  quantity  in  determining  the  rate 
of  stock-turn  for  the  store  as  a  whole.  The  average  inventory, 
therefore,  is  taken  to  represent  the  average  quantity  of  mer- 
chandise carried  in  stock.  Since  at  the  present  time  it  is  not 
possible  to  secure  monthly  inventory  figures  from  most  retail 
jewelers,  the  Bureau  has  found  it  necessary  to  use  the  average 
of  the  inventories  of  merchandise  at  the  beginning  and  end  of 
the  year  in  determining  the  rate  of  stock-turn.  Since  inven- 
tory is  taken  at  cost,  to  determine  the  rate  of  stock-turn  the 
average  inventory  is  divided  into  the  cost  of  merchandise  sold. 
The  cost  of  merchandise  sold  divided  by  the  average  inven- 
tory taken  at  cost  is  the  formula  used  for  determining  the  rate 
of  stock-turn. 

During  the  last  three  years  the  rate  of  stock-turn  has  been 
lower  in  the  retail  jewelry  trade  than  in  any  other  business 
from  which  the  Bureau  has  received  reports,  and  in  the  jewel- 
ry trade  it  was  lower  in  1921  than  in  the  preceding  years.  For 
the  one  hundred  nineteen  firms  from  which  reports  were  re- 
ceived for  both  years,  the  common  figure  for  stock-turn  was 
1.0  times  in  1920  and  0.8  times  in  1921.  This  slow  rate  of 
stock- turn  is  one  of  the  chief  reasons  for  the  heavy  net  losses 
shown  by  so  many  retail  jewelry  firms  in  1921.  Although  the 
average  rate  of  stock-turn  was  low,  nevertheless  enough  firms 
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were  securing  a  rate  of  stock-turn  well  above  the  average  to 
suggest  that  expenses  in  this  trade  generally  could  be  reduced 
and  profits  increased  by  the  adoption  of  merchandising  meth- 
ods that  would  yield  a  speedier  rate  of  stock-turn. 

For  the  one  hundred  ninety  firms  from  which  complete  re- 
ports were  received  for  1921,  the  common  figure  for  stock- 
turn  was  0.8  times.    In  other  words,  the  stock  was  turned  at 

TABLE  7 

Operating  Expenses  in  1921  According  to  Rate 

OF  Stock-Turn 

(sales  of  merchandise  only) 

Net  Sales  =  100  % 

Stock-turn  less     0.7-0.9  1.0-lA  1.5  times 

than  0.7  times      times  times  and  over 

Number  of  Firms  57  77  33  22 

Wages  of  Salesforce 14.5  %  12.7  %  11.0  %  10.8  % 

Buying,  Management,  and 

Office  Salaries 7.1  6.2  5.8  5.1 

Rent 6.9  5.0  4.9  3.7 

Taxes 1.5  1.3  1.1  0.8 

Total  Interest 9.5  6.9  5.0  3.4 

Total  Fixed  Charges  and 

Upkeep   22.0  16.1  13.2  10.5 

Total  Expense   52.3  43.6  35.3  32.8 

Gross  Profit    41.3  37.0  31.9  32.8 

Net  Loss     11.0  6.6  3.4  0.0 

the  rate  of  once  in  fifteen  months.  The  lowest  rate  of  stock- 
turn  in  1921  in  any  store  from  which  a  report  was  obtained 
was  0.2  times,  or  at  the  rate  of  once  in  five  years.  The  highest 
stock-turn  shown  by  any  retail  jewelry  firm  in  1921  was 
2.8  times. 

The  average  rate  of  stock-turn  was  approximately  the  same 
for  the  firms  with  small  volume  of  sales  as  for  the  firms  with 
large  volume  among  the  retail  jewelers  from  whom  reports 
were  received  for  1921. 
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On  the  reports  for  1921  fifty-seven  retail  jewelry  firms 
showed  a  stock-turn  less  than  0.7  times;  seventy -seven  a 
stock-turn  of  0.7-0.9  times;  thirty-three,  1.0-1.4  times;  and 
twenty-two,  1.5  times  and  higher.  In  Table  7  the  common 
figures  for  the  major  items  of  expense  and  for  gross  profit  and 
net  loss  of  these  firms  are  given. 

According  to  Table  7  the  firms  that  turned  their  stock  less 
than  0.7  times  in  1921  had  an  average  cost  of  doing  business  of 

Operating  Expenses  in  Retail  Jewelry  Stores  in  1921 
According  to  Rate  of  Stock-turn 

Percentage 
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52.3  %  of  net  sales,  whereas  the  firms  that  turned  their  stock 
1.5  times  or  more  had  an  average  cost  of  doing  business  of 
32.8  %.  The  average  gross  profit  for  the  group  of  firms  with 
the  lowest  rate  of  stock-turn  was  41.3  %  of  net  sales  as  com- 
pared with  32  8%  for  the  firms  that  turned  their  stock  1.5 
times  and  over.  The  firms  with  the  low  rate  of  stock-turn, 
however,  showed  an  average  net  loss  of  11  %  of  net  sales, 
whereas  the  average  gross  profit  of  the  firms  that  turned  their 
stock  once  and  a  half  or  more  just  equalled  the  average  total 
expense;  no  net  loss  was  incurred  by  the  latter  group. 

The  firm  that  had  the  highest  rate  of  stock-turn  —  2.8 
times — in  1921  showed  a  net  profit  of  9.6  %  of  net  sales.    This 

Net  Profit  or  Loss  in  Retail  Jewelry  Stores  in  1921 
According  to  Rate  of  Stock-turn 

Percentage 
of  Net  Sales 


Net  Profit 


Net  Loss 
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Stock-turn  0.7-0.9  1.0-1.4  1.5  times 
less  than  times  times  and  over 
9.7  times 

firm  also  had  the  lowest  expense  for  rent  —  0.6  %  —  and  the 
lowest  fixed  charges  and  upkeep  expense  —  4.4  %.  Its  total 
interest  was  2.5  %  of  net  sales. 

In  the  individual  items  of  expense,  the  greatest  difference 
was  in  total  interest,  which  was  9.5  %  of  net  sales  for  the  firms 
turning  their  stock  less  than  0.7  times,  6.9%  for  the  firms 
turning  their  stock  0.7-0.9  times,  5  %  for  the  firms  turning 
their  stock  1.0-1.4  times,  and  3.4  %  for  the  firms  turning  their 
stock  1.5  times  or  more.    Rent,  likewise,  showed  a  wide  varia- 
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tion  and  total  fixed  charges  and  upkeep  expense,  which  in- 
cludes total  interest,  rent,  taxes,  and  several  other  items,  was 
more  than  twice  as  great,  in  percentage  of  net  sales,  for  the 
firms  turning  their  stock  less  than  0.7  times  as  for  the  firms 
turning  their  stock  1.5  times  or  more.  Wages  of  salesforce 
and  buying,  management,  and  office  salaries  also  were  some- 
what lower  for  the  firms  with  a  high  rate  of  stock-turn  than 
for  the  firms  that  turned  their  stock  more  slowly.  These  dif- 
ferences in  salaries  and  wages  are  not  to  be  attributed,  how- 
ever, directly  to  the  faster  rate  of  stock-turn.  They  probably 
were  the  result  of  more  careful  attention  to  merchandising  by 
the  firms  that  turned  their  stock  more  rapidly.  Progressive 
merchandising  methods  ordinarily  not  only  speed  up  the  rate 
of  stock-turn,  but  also  yield  economies  in  other  expenses  as 
well  as  in  those  that  are  directly  affected  by  the  speed  with 
which  the  stock  is  turned  over. 

CONCLUSION 

In  conclusion  there  are  three  points  that  stand  out  most 
clearly  as  a  result  of  the  Bureau's  studies  of  operating  ex- 
penses in  the  retail  jewelry  trade  during  the  last  three  years. 
In  the  first  place,  it  is  important  that  every  retail  jeweler 
should  take  an  active  interest  in  merchandising  as  well  as  in 
repairing.  This  involves  not  only  attention  to  such  matters 
as  merchandise  display,  good  salesmanship,  and  proper  ad- 
vertising, but  also  to  the  selection  and  aggressive  selling 
of  merchandise  suited  to  the  particular  needs  of  the  regular 
patrons  of  each  store.  The  second  point  is  the  need  for  a 
rapid  rate  of  stock-turn.  This  is,  in  fact,  a  part  of  merchandis- 
ing, but  it  is  of  such  especial  significance  as  to  warrant 
separate  mention.  The  rate  of  stock-turn  is  low  in  most  re- 
tail jewelry  stores,  with  the  result  that  losses  from  deprecia- 
tion are  heavy  in  years  of  falling  prices  and,  not  least,  the 
carrying  charges  and  other  expenses  are  seriously  increased. 
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The  third  point  is  the  desirabiUty  of  reducing  operating  ex- 
penses. This  will  be  effected  in  large  measure  by  better  mer- 
chandising methods  and  a  faster  rate  of  stock-turn.  There 
are  probably  other  points  in  numerous  stores,  however,  at 
which  operating  expenses  can  be  reduced  through  a  careful 
analysis  of  the  individual  firm's  methods.  The  cost  of  doing 
business  was  abnormally  high,  in  percentage  of  sales,  in  1921 
in  this  trade.  Even  after  allowances  have  been  made  for  the 
unusual  conditions  in  that  year,  comparison  with  the  two 
preceding  years  showed  that  the  total  expense  was  much 
higher  in  the  average  jewelry  store  than  in  many  other 
retail  businesses.  This  suggests  that  the  merchants  in  this 
trade  should  make  a  special  effort  to  find  a  means  of  cutting 
down  their  operating  expenses  even  below  those  for  the  years 
1919  and  1920. 
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